DEBTORS OVERVIEW

Debt Recovery Is An Ongoing Task
Many business operators have found the need to extend credit to customers and potential customers.
The key to offering credit terms is to manage the credit you’re offering. The objective to managing credit
effectively is to ensure that you’ve implemented an appropriate system. Have you got a written system?
A written system would include the following key components:

New Custom er Application Form

Every person/business that wants credit terms should be invited to complete a New Customer Application
Form. In the application, it’s a good idea to indicate that, if the customer is in default, you will elect to
transfer the debt to a debt collection agency or legal firm and the customer will be responsible for all of
the collection agency and/or legal firm’s fees.
If a potential customer is a private company, ensure that a director’s guarantee is received and
appropriately filed, so the guarantee is available if you require it in the future.
A decision also needs to be made as to whether you’re going to register this customer on the Personal
Property Securities Register (PPSR). The registration process requires you to submit a ‘Terms of Trade’
agreement and a ‘Retention of Title’ agreement (in most cases) to your customer. Your customer must
sign these agreements and return the agreements to you. It’s a good idea to have these documents
signed before any sales are made to the new customer. If you’re going to register on the PPSR, you then
have to ensure the registration is completed on the PPSR, within the very limited time period allowed.
An internal system is recommended to ensure the credit application form is checked, referees are
contacted, a decision is made on what credit limit and the terms of payment which are going to be
offered to the prospective new customer.

W elcom e to New Custom er Letter

Issuing a ‘welcome to new customer’ letter is an appropriate way to summarise your terms of trade and
to confirm the credit limit and payment dates set for the new customer. It is recommended to request a
new customer to sign a copy of the letter and return the signed copy to you. If you have implemented
the terms relative to expenses of the collection agency and/or legal firm, it’s a good idea to incorporate
this clause into the ‘welcome to new customer’ letter.
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Debtors’ System

A sound debtors’ system would then ensure that tax invoices are promptly prepared and dispatched to
the customer and make sure there are no errors on the tax invoices. If you’re sending statements, they
should be prepared promptly at the end of the month and sent through to customers within 48 hours of
the end of the month. This way, you’ve laid the foundations for an effective debtors’ management
system.

Debt Recovery Process

The other key component of the system is the debt recovery process. The system should signify a
prompt follow-up by an email or an SMS to a customer, advising them that their payment is overdue. If
the customer doesn’t pay within seven days, a further follow-up should then be issued. If that request is
again ignored by a customer, it’s time to transfer the debt to a debt recovery organisation, to collect the
money that’s owing to your business. If you continue to give credit to that customer, it will probably end
up as ‘bad debt’.
Debt recovery is an ongoing task if you’re going to keep on top of your finances within your business.

Reduction In Debtors’ Days Outstanding
Preparing a monthly debtors’ aged analysis is a powerful weapon in maintaining your cashflow and in so
doing contributing to the operation of a successful business. However, your business can be prejudiced
when late payers start pushing payment terms beyond the negotiated terms of trade. These payment
delays in can cause a lot of damage to your business’ financial health.
Business managers need to pay particular attention to the management of the debtors’ function, to
ensure that the debtors’ days outstanding is being managed in accordance with the business’ budget. A
blowout in debtors’ days outstanding is one of the prime indicators that there is potential danger
emerging for the business. Debtors’ days outstanding is an early indicator, because it’s where ‘the rubber
meets the road’ in terms of the health of the business.
If you budgeted your debtors’ days outstanding to be 35 days and they’re actually 55 days, you will need
additional working capital in your business. Poor debtors’ management is continually identified by
liquidators as being one of the primary reasons for business failures. The management of debtors and
the continual evaluation of debtors’ days outstanding is critical for the operation of a successful small
business.
Management needs to place greater emphasis on chasing up debtors as soon as a debtor misses a
scheduled payment date. Don’t be embarrassed about contacting customers, they owe you money. You
are not in business to prop up their businesses. You are not their banker. Sending out statements and
emails to debtors doesn’t really work in encouraging debtors to make payments. The best procedure is to
make a friendly phone call to your customer as soon as they slip outside the negotiated terms of trade.
This is a courtesy call to ask them when you can expect to receive payment for your invoice. Most people
will respond to this type of personal calls. If the customer has not responded to the friendly phone call,
have someone else in your organisation, who is not involved in the day-to-day activities with that
customer, make the next telephone call.
The type of person you employ, to manage your debtors, is someone who will listen to the customers, but
will be very firm in stating your requirement to get paid and they should confirm each telephone
discussion with the customer in writing. When making telephone calls to debtors, who are behind in
making payment, it’s a good idea to outline to them the various payment options you have available (eg
credit card, direct debit, cheque, etc). After outlining these options, say nothing. Wait for the debtor to
respond and make their commitment to you. If the customer has any complaints or queries about any
aspect of their account, they’re going to raise them during these calls and this gives you the opportunity
to render outstanding customer service by responding to those queries or complaints.
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However, what you are doing is really emphasising to your customer that, in a firm and reasonable
manner, you expect them to make payment to you on a due date. After two of these calls, if there has
been no response from the debtor, you should immediately refer the file to a debt collection agency and
cease further trading with the customer.

Professional Advice
If you are interested in any of the work discussed in this article being undertaken, we invite you to visit
www.esssmallbusiness.com.au to utilise the “Find an Accountant/Adviser”. Simply enter in your postcode
and the Find an Accountant/Adviser directory will identify accountants located in or near your postcode,
who are able to supply a range of business advisory services, including the types of services mentioned in
this article.

